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The objective of this paper is to document the postoffering price performance and investor clientele for a sample of 64 closed-end funds that went public from 1985-1987. The three main issues to be studied are: (i) the daily index-adjusted return behavior over 120 trading days following the offer, (ii) the discount or premium to NAV from the fifth week of seasoning to the twenty-fourth week, and (iii) the relative participation of individual and institutional investors in purchasing closed-end fund shares at the IPO. Dit is any dividend paid by fund i over time t. Raw returns are adjusted for changes in the value of the appropriate market index on the same day t as follows:
I.Data and Methodology
where It is the percentage change in the value of the index on day t. The adjusted returns are cumulated over T periods following the fund's offer date in the following manner: The unadjusted returns presented in Exhibit 3 follow the same pattern as the index-adjusted returns for both the total sample and three subsamples. However, the raw returns are less uniformly negative, reflecting the fact that most of the offerings occurred during periods in which the value of the indices subsequently rose.
B. Premiums and Discounts on Closed-End Funds
Unlike open-end mutual funds, closed-end funds provide no guarantee that the funds' shares will be worth the underlying NAV. For this reason, the substantial decline in the value of closed-end funds in the first six months following the initial public offering may represent the divergence of the funds' stock price from NAV. By examining the patterns of discounts and premiums in closed-end funds, the fall in stock price can be associated with the performance of the underlying portfolio of securities.
Exhibit 4 presents the average weekly premium or discount beginning one month after the offering for the entire sample of funds and for each of the three subsamples. While bond funds trade at a statistically insignificant average discount of 0.012% after twenty-four weeks, U.S. stock funds have a corresponding significant average discount of 10.019%. Foreign stock funds trade at an even larger average discount of 11.424% after twenty-four weeks, even though the average 120 day index-adjusted cumulative return is less than that of U.S. stock funds.
Not all closed-end funds trade at a discount to net asset value after 24 weeks of trading. Fourteen bond funds (58.3%) actually trade at premiums after the 24 week period, whereas only two U.S. stock funds (11.1%) and two foreign funds (14.3%) trade at a premium after an equivalent period of time.10 9Although Chalk and Peavy [9] find no evidence of significant abnormal returns to IPOs from day 2 to day 190 after the offering, Ritter One factor that immediately contributes to the discount is that investors in closed-end funds directly bear the cost of the underwriting spread and miscellaneous expenses. Hence, at the offering, closed-end funds are issued at a premium to NAV. The offer price less issuing costs make up the funds available to the portfolio manager and is, therefore, the true net asset value. Since underwriting costs typically account for an average of 7.5% of the total issue, it is unlikely that the large average negative return associated with IPOs of closed-end funds can be explained entirely by the decline in net assets associated with the offering expenses. Anderson and Born [2] and Malkiel [15] have cited the following factors as additional determinants of discounts: (i) the fund's unrealized capital gains, (ii) the fund's distribution policy, (iii) the liquidity of the securities in which the fund manager invests, and (iv) the quality and compensation of the fund's management. Although there is empirical evidence that indicates these variables explain some of the variation in discounts and premiums, the relationship of the fund's stock price to its underlying net asset value remains anomalous.
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C. Individual Versus Institutional Investors In IPOs of Closed-End Funds
The preceding analysis has presented evidence of substantial wealth declines, on average, to investors in closed-end fund IPOs. The primary objective of closedend funds is to provide diversification services to small shareholders while allowing the fund manager the ability to maintain a fixed asset base. funds, as well as the three subsamples. The average first trading day return to the control sample is a statistically significant 3.61%; the corresponding return for the closed-end fund sample is 0.33%. By the end of the 120 trading days, the average cumulative index-adjusted return for the control sample is not significantly different from zero at -0.55%, while the corresponding return for closed-end funds is -15.05%. Therefore, on average, the control sample performed significantly better than the corresponding sample of closed-end funds during the first 120 trading days following their respective offerings. Exhibit 6 compares the offering characteristics and institutional participation for the control sample and the closed-end fund sample. On average, the sample of closed-end funds offered $225 million in equity while the control sample offered slightly less at $204 million. Since both the selling fee and the amount of institutional ownership is likely to vary with offering size, it is important to note that there is no significant difference in offering size across the two samples. 15 The data reveal significant differences in both the selling fees and institutional ownership across the two 
